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Yet another source of euro weakness
� EUR/USD has fallen by about 10% from its Christmas high as a result of, among other things, high 

risk aversion, a narrowing of the EUR/USD interest rate spread, and EMU member credit 
downgrades. Going forward we expect EUR/USD to fall further and see reserve balancing by the 
Russian central bank as an important additional source of euro weakness, as:

� The rouble is likely to come under renewed pressures in the coming days/weeks due to the current 
account deficit and capital outflows in the midst of negative rating actions and increased fears over 
external liabilities among Russian corporates.

� The Russian central bank (CBR) will try to hold the rouble within the trading band � i.e. at 
basket/RUB41, at least for a couple of weeks. Hence, further intervention is likely.

� Russian FX reserves have fallen rapidly over the past six months, from USD597bn in August 2008 
to USD386bn as of the end of week 3. Our projections indicate that reserves could fall below 
USD370bn as of week five (corporate foreign currency debt is above USD500bn).

� About USD50bn of the drop in reserves can be explained by the lower euro and sterling against the 
US dollar.

� The remaining USD175bn has been sold to limit the depreciation of the rouble - that corresponds 
to USD7bn a week since August 2008.

� If the CBR has to intervene massively in the coming weeks - USD 5-10bn a week - then it will have 
to sell EUR/USD worth almost half the amount to balance its reserves. Hence the CBR is likely to 
sell EUR/USD worth up to USD5bn a week in the coming weeks.
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Rouble defence has been expensive

Source: Reuters EcoWin
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Weak-end trading band

Basket/RUB

Strong end, trading band

Total EUR/USD GBP/USD NET FX sales /purchase
Total change since peak*, USD bn -228.6 -37.8 -14.0 -176.7
Av. veekly change since peak, USD bn -9.1 -1.5 -0.6 -7.1
Av. veekly change since Nov 08, USD bn -8.9 0.2 -0.4 -9.6
* FX-reserves peaked Aug 07, 2008 at USD 597bn. We have projected FX-reserves to be USD 369bn as of week 5

Decomposed FX-changes (valuation effect from FX movements)
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� Disclosure
� This report has been prepared by Danske Research, which is part of Danske Markets, a division of Danske Bank. Danske Bank is under supervision by the Danish 

Financial Supervisory Authority. 
� Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high quality research based on research objectivity and 

independence. These procedures are documented in the Danske Bank Research Policy. Employees within the Danske Bank Research Departments have been instructed 
that any request that might impair the objectivity and independence of research shall be referred to Research Management and to the Compliance Officer. Research 
analysts are remunerated in part based on the over-all profitability of Danske Bank, which includes investment banking revenues, but do not receive bonuses or other 
remuneration linked to specific corporate finance or dept capital transactions.

� Danske Bank research reports are prepared in accordance with the Danish Society of Investment Professionals� Ethical rules and the Recommendations of the Danish 
Securities Dealers Association. 

� Financial models and/or methodology used in this report
� Recommendations and opinions in this research are formed based on a combination of Danske Bank�s regression models using macroeconomic fundamentals and 

financial variables as input and a general market assessment. Various statistical methods are used to evaluate the market. Standard option pricing models are used in 
respect with derivatives. 

� Risk warning
� Major risks connected with recommendations or opinions in this report, including as sensitivity analysis of relevant assumptions, are stated throughout the text.
� Expected updates
� FX Crossroads is updated every week.
� Disclaimer
� This publication has been prepared by Danske Bank for information purposes only. It is not an offer or solicitation of any offers to purchase or sell any securities, 

currency or financial instrument. The evaluations, calculations, opinions and recommendations of the publication should not replace the making of own opinions about 
whether to make any such transaction. Whilst reasonable care has been taken to ensure that its con-tents are not untrue or misleading, no representation is made as to 
its accuracy or completeness and no liability is accepted for any loss arising from reliance on it.

� Danske Bank, its affiliates or staff may perform business services, hold, establish, change or cease to hold positions in any securities, currency or financial instrument 
mentioned in the publication. Additional and/or updated information is available from Danske Bank. This publication is not intended for private customers in the UK or 
any person in the US. Danske Bank is regulated by FSA for the conduct and investment business in the UK and is a member of the London Stock Exchange.

� Copyright © Danske Bank A/S. All rights reserved. This publication is protected by copyright and may not be reproduced in whole or in part without permission.
� This report has been prepared by the correspondent of Auerbach Grayson & Company Incorporated (�AGC�) named above on the date listed above. we are distributing 

this report in the U.S. and any U.S. person receiving this report and wishing to effect transactions in any security discussed herein, should do so only with a 
representative of Auerbach Grayson & Company Incorporated. Additional information on recommended securities is available on request.


